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CONTROLLER'S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment 
to  the  City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the 
City  Charter,  the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and 
functions  to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste, 
fraud,  and  abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency 
of  city  government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and 
provide  reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all 
material  aspects  in  conformity  with  generally  accepted  accounting  principles.  Attestation 
engagements  examine,  review,  or  perform  procedures  on  a  broad  range  of  subjects  such  as 
internal  controls;  compliance  with  requirements  of  specified  laws,  regulations,  rules, 
contracts,  or  grants;  and  the  reliability  of  performance  measures.  Performance  audits  focus 
primarily  on  assessment  of  city  services  and  processes,  providing  recommendations  to 
improve  department  operations. 

The  audits  unit  conducts  the  audits  in  accordance  with  the  Government  Auditing  Standards 
published  by  the  U.S.  Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the 
auditing  standards. 


Audit  Team:    Elisa  Sullivan,  Audit  Manager 

Annie  Cheng,  Associate  Auditor 
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CITY  AND  COUNTY  OF  SAN  FRANCISCO 


Ben  Rosenfield 
Controller 


Monique  Zmuda 

Deputy  Controller 


January  5,  2010 

Luis  Cancel,  Director  of  Cultural  Affairs 
San  Francisco  Arts  Commission 
25  Van  Ness  Avenue,  Suite  240 
San  Francisco,  CA  94102 

Dear  Mr.  Cancel: 

The  Office  of  the  Controller,  City  Services  Auditor  (CSA),  presents  its  report  on  the  financial 
review  of  the  South  of  Market  Cultural  Center,  which  SOMArts,  a  nonprofit  organization, 
operates  using  grant  funds  received  from  the  San  Francisco  Arts  Commission  (Arts 
Commission)  of  the  City  and  County  of  San  Francisco  (City). 

Grant  Fiscal  Year:    July  1 ,  2007,  through  June  30,  2008 

Awarded  Grant:  $764,637 


•  SOMArts  generally  complied  with  the  City's  requirements  for  using  the  $764,637  in  hotel  tax 
funds  it  received  from  the  Arts  Commission. 

•  SOMArts  needs  to  improve  some  of  its  reporting  procedures,  cash  disbursement  controls, 
and  financial  recordkeeping  to  ensure  that  monthly  invoices  are  complete  and  accurate. 

•  The  Arts  Commission  needs  to  clarify  its  grant  and  lease  agreements,  including  the 
agreement's  target  revenue  requirement,  and  improve  its  oversight  of  subgrantees  to  ensure 
that  SOMArts  and  its  subgrantees  meet  legal  and  grant  requirements. 

Responses  from  both  the  Arts  Commission  and  SOMArts  are  attached  to  this  report.  CSA  will 
be  working  with  the  Arts  Commission  to  follow  up  on  the  status  of  the  recommendations  made 
in  this  report. 

Respectfully  submitted, 


Results: 


Tonia  Lediju 
Director  of  Audits 


415-554-7500 


City  Hall  •  1  Dr.  Carlton  B.  Goodlett  Place  •  Room  316  •  San  Francisco  CA  94102-4694 


FAX  4 15-554-7466 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
Public  Library 


INTRODUCTION 


Audit  Authority  The  San  Francisco  Business  and  Tax  Regulations  Code, 

Section  515.01  (hotel  tax  ordinance)  requires  the  Office  of 
the  Controller  to  perform  a  financial  review  of  community- 
based  cultural  centers  owned  by  the  City  and  County  of 
San  Francisco  (City)  every  four  years. 

Background  Through  its  Community  Arts  &  Education  (CAE)  program, 

the  San  Francisco  Arts  Commission  (Arts  Commission) 
administers  four  City-owned  neighborhood  cultural  centers 
dedicated  to  promoting  community  revitalization  through  the 
arts  in  economically  disadvantaged  and  underserved  areas. 
The  cultural  centers,  which  are  operated  by  nonprofit  arts 
organizations,  provide  cultural  and  arts  programs,  and  are 
available  to  rent  for  performances,  festivals,  and  gallery 
exhibits.  The  hotel  tax  ordinance  authorizes  the  Arts 
Commission  to  distribute  a  portion  of  the  City's  hotel  tax 
revenues  to  the  cultural  centers  for  their  operation, 
maintenance,  and  programming  activities.  In  return,  the 
cultural  centers  spend  the  funds  for  the  specified  purposes; 
maintain  active  community  support  boards  dedicated  to 
community  outreach,  fundraising,  and  advocacy;  and  are 
required  to  obtain  a  minimum  amount  of  support  (target 
revenue)  from  sources  other  than  hotel  tax  funds. 

South  of  Market  Arts,  Resources,  Technology  and  Services 
(SOMArts),  a  California  nonprofit  organization,  operates 
one  of  the  City's  cultural  centers,  the  South  of  Market 
Cultural  Center,  under  a  lease  agreement  with  the  City.  The 
center  is  located  in  a  25,000  square  foot  building  at  934 
Brannan  Street  in  San  Francisco,  and  provides  essential 
services  and  large  scale  event  and  exhibition  space,  as  well 
as  a  darkroom,  dance  studio,  printmaking  studio,  flexible 
classroom,  and  meeting  spaces.  SOMArts  receives  funding 
through  the  Arts  Commission  under  the  terms  of  a  grant 
agreement  with  the  City.  It  also  supports,  through  funding 
from  the  CAE,  two  cultural  centers  "without  walls".  Those 
cultural  centers  are  the  Asian  Pacific  Islander  Cultural 
Center  (APICC)  and  the  Queer  Cultural  Center  (QCC). 

In  fiscal  year  2007-08,  the  Arts  Commission  granted 
SOMArts  a  maximum  of  $764,637  to  operate  the  cultural 
center.  SOMArts  supports  its  operations  with  revenues  from 
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Scope  and  Methodology 


technical  services  and  rental  of  its  facility.  Private  and 
foundation  contributors  provide  additional  funding  to 
SOMArts. 

The  purpose  of  this  audit  was  to  comply  with  the 
requirement  in  the  hotel  tax  ordinance  that  the  Office  of  the 
Controller  perform  a  financial  review  of  cultural  center 
operations  every  four  years.  Our  audit  covered  the  period 
from  July  1,  2007,  through  June  30,  2008. 

To  conduct  the  audit,  the  audit  team: 

•  Examined  the  applicable  terms  of  the  fiscal  year  2007- 
08  grant  agreement  between  SOMArts  and  the  Arts 
Commission  and  determined  whether  SOMArts  had 
complied  with  the  provisions. 

•  Calculated  SOMArts'  funding  from  sources  other  than 
hotel  tax  funds,  and  determined  whether  it  met  the 
target  revenue  stipulated  in  the  hotel  tax  ordinance. 

•  Verified  whether  SOMArts  and  its  subgrantees: 

o  Accounted  for  all  grant  funds  correctly. 

o  Complied  with  the  requirement  for  an  active 

community  support  committee, 
o  Accounted  for  and  administered  the  grant  funds 

properly. 

o  Used  the  grant  funds  for  eligible  expenses, 
o  Complied  with  reporting  requirements. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 
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AUDIT  RESULTS 


SOMArts  Generally  Used 
Grant  Funds  Properly, 
but  the  Grant  Agreement 
and  Budget  Need  to  Be 
Clarified 


SOMArts  generally  used  properly  the  $764,637  in  grant 
funds  it  received  from  the  Arts  Commission  from  July  1 , 
2007,  through  June  30,  2008,  to  support  the  operation, 
maintenance,  and  programming  of  the  cultural  center. 
SOMArts  used  the  funds  to  pay  its  staff  to  provide  a  variety 
of  cultural  and  technical  resources  to  the  community  and  to 
pay  for  the  maintenance  of  the  cultural  center.  SOMArts 
also  met  the  target  revenue  requirement  to  obtain  revenues 
from  sources  other  than  the  Arts  Commission's  grant  from 
hotel  tax  funds. 


However,  the  grant  agreement  between  the  Arts 
Commission  and  SOMArts  included  provisions  that  were 
not  always  clear  to  both  parties,  resulting  in  inconsistencies 
in  grantee  funding,  reimbursement  requests,  calculation  of 
target  revenue,  eligible  expenses,  and  budget  changes 
without  approval. 

Finding  1  Subgrantees  received  hotel  tax  funds  from  another  City 

agency. 

The  hotel  tax  ordinance  requires  that  annually  each  cultural 
center  obtain  revenue  from  sources  other  than  hotel  tax 
revenues.  In  fiscal  year  2007-08,  both  SOMArts  (the 
grantee)  and  its  subgrantees  met  the  target  revenue 
requirement  to  obtain  revenues  from  sources  other  than  the 
Arts  Commission's  grant  from  hotel  tax  revenues.  However, 
subgrantees  also  received  hotel  tax  funds  from  San 
Francisco  Grants  for  the  Arts  (GFTA)  as  part  of  their 
funding  for  the  fiscal  year.  According  to  the  program 
director  of  the  Arts  Commission's  CAE  program, 
subgrantees  have  historically  been  able  to  apply  for  and 
receive  funding  from  both  the  hotel  tax  fund  and  the  GFTA 
because: 


•     The  grant  agreement  did  not  explicitly  prohibit 

organizations  receiving  hotel  tax  funds  from  the  Arts 
Commission  from  also  receiving  hotel  tax  funds  from 
other  City  agencies  or  programs. 
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•     It  was  unclear  whether  the  hotel  tax  ordinance  requires 
the  grantee  and  subgrantees  to  obtain  revenue  from 
sources  other  than  City  agencies  to  meet  the  target 
revenue  requirement. 

SOMArts  and  its  subgrantees  would  benefit  from  more 
specific  guidance  from  the  City  Attorney  and  from  the  Arts 
Commission  to  clarify  the  hotel  tax  ordinance  requirements 
and  to  include  this  guidance  as  part  of  the  grant  agreement. 

Recommendation  The  Arts  Commission  should: 

1 .    Obtain  a  formal  opinion  from  the  Office  of  the  City 
Attorney  regarding  the  funding  source  requirements  for 
the  grantee  and  its  subgrantees,  to  determine  if 
subgrantees  can  obtain  hotel  tax  revenue  from  other 
City  agencies  or  programs.  Document  this  information 
in  the  grant  agreement. 

Finding  2  Subgrantees  do  not  submit  supporting  documentation 

with  their  expenditure  reimbursement  requests. 

Reimbursement  requests  submitted  to  the  Arts  Commission 
by  SOMArts  do  not  include  supporting  documentation  for  its 
subgrantees'  expenditures.  Subgrantees  only  submitted 
monthly  invoices  of  one-twelfth  their  total  grant  amount  to 
SOMArts.  The  grant  agreement  between  the  City  and 
SOMArts  requires  that  SOMArts  submit  on  a  monthly  basis 
a  reimbursement  request  supported  by  documentation  of 
eligible  expenses.  Further,  Appendix  G  of  this  agreement 
states  that  subgrantees  must  comply  with  all  guidelines  and 
agreement  requirements  applicable  to  the  grantee  and  to 
subcontractors. 

According  to  the  program  director  of  the  Arts  Commission's 
CAE  program,  it  is  unclear  whether  subgrantees  should  be 
submitting  supporting  documentation  for  their  expenditures 
to  SOMArts  or  to  the  Arts  Commission.  Therefore,  they 
have  not  required  the  subgrantees  to  submit  any  supporting 
documentation.  As  a  result,  neither  the  Arts  Commission 
nor  SOMArts  reviews  supporting  documentation  of 
subgrantee  invoices  to  ensure  that  expenditures  are  eligible 
for  reimbursement  under  the  grant  agreement.  Since 
SOMArts  does  not  have  the  staffing  to  review  subgrantees' 
expenditures,  and  subgrantees  incur  most  expenses  during 
the  latter  half  of  the  fiscal  year,  an  acceptable  process 
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would  be  for  the  Arts  Commission  to  review  all  supporting 
documentation  from  the  subgrantees  quarterly. 

Recommendations  The  Arts  Commission  should: 

2.  Amend  the  grant  agreement  to  require  subgrantees  to 
submit  all  supporting  documentation  for  its  reimbursed 
expenditures  to  the  Arts  Commission  quarterly. 

3.  Review  subgrantees'  expenditure  reimbursement 
requests  to  ensure  that  all  expenditures  are  eligible 
and  include  appropriate  supporting  documentation. 

4.  Instruct  grantee  and  subgrantees  on  expense 
reimbursement  procedures  and  requirements. 

Finding  3  SO M Arts  did  not  obtain  prior  approval  from  the  Arts 

Commission  to  exceed  its  annual  programming  budget. 

According  to  its  expenditure  reimbursement  requests, 
SOMArts  exceeded  its  annual  programming  budget  by 
approximately  $13,400.  However,  the  organization  did  not 
exceed  its  total  budget  because  its  operations  and  facilities 
budgets  absorbed  the  difference.  Section  5.2  of  the  grant 
agreement  between  SOMArts  and  the  Arts  Commission 
states  that  the  grantee  will  expend  the  grant  funds  in 
accordance  with  the  budget  and  will  obtain  the  prior 
approval  of  the  City  before  transferring  expenditures  from 
one  line  item  to  another  within  the  budget.  According  to  the 
program  director  of  the  Arts  Commission's  CAE  program, 
SOMArts  is  required  to  submit  a  budget  modification  if 
expenditures  exceed  10  percent  of  its  budget.  However,  the 
Arts  Commission  does  not  require  notification  of  changes 
made  within  the  three  budget  categories,  as  long  as  the 
total  budget  of  each  category  is  not  exceeded  by  10 
percent.  This  procedure  is  inconsistent  with  the  grant 
agreement. 

Recommendation  5.    The  Arts  Commission  should  amend  its  grant 

agreement  to  include  budget  modification  policies. 
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Finding  4 


SOMArts'  recorded  expenditures  did  not  reflect  its  total 
invoiced  expenditures. 


Although  the  Arts  Commission  allocated  grant  funds  to 
SOMArts  using  specific  budget  expense  categories, 
SOMArts  did  not  correctly  use  those  same  categories  in 
recording  expenditures  in  its  accounting  records.  The 
exhibit  below  summarizes  the  inconsistencies  identified  in 
SOMArts'  budget,  reimbursement  claims,  and  financial 
records.  SOMArts'  executive  director  explained  that  the 
differences  occurred  because  SOMArts  underwent  major 
leadership  changes  during  the  fiscal  year,  which  affected 
salary  expenditures.  Further,  some  expenditures  were 
reallocated  to  reflect  actual  spending  after  the 
reimbursement  claims  had  been  submitted.  As  a  result, 
SOMArts'  records  do  not  reflect  that  it  spent  funds  as 
budgeted  and  claimed. 


EXHIBIT 

Comparison  of  Major  Expenditure  Categories 

Fiscal  Year  2007-08 

Budget* 

Reimbursement 

Financial 

Claims 

Records 

Programming 

$459,887 

$472,597 

$483,766 

Operations 

185,607 

178,820 

167,651 

Facilities 

119,143 

113,220 

113,220 

Total 

$764,637 

$764,637 

$764,637 

*Note:    There  were  informal  budget  modifications  throughout  the  fiscal  year.  The  auditor  used  the  final  revised 
budget  as  the  baseline  for  analysis. 

Source:   SOMArts'  invoice  and  financial  system  data. 


Recommendation  6.    SOMArts  should  amend  its  reimbursement  claims  to 

match  its  financial  records,  when  necessary  to  ensure 
that  its  reimbursement  claims  reflect  actual 
expenditures. 

Finding  5  SOMArts  received  reimbursement  for  health  benefits, 

but  the  grant  agreement  does  not  specifically  allow 
them  as  an  eligible  expense. 

SOMArts  submitted  health  benefit  expenses  for 
reimbursement  and  the  Arts  Commission  approved  the 
expenses.  However,  the  definition  of  eligible  expenses  in 
Appendix  A  of  the  grant  agreement  states  that  eligible 
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expenses  include  gross  salaries  and  wages,  in  addition  to 
nine  other  types  of  expenses,  but  does  not  list  health 
benefits  as  one  of  those  expense  types.  According  to  the 
Arts  Commission's  CAE  program  director,  this  was  an 
oversight  when  preparing  the  grant  agreement.  She  stated 
that  the  Arts  Commission  has  been  allowing  health 
insurance  coverage  for  both  the  employee  and  family  as 
eligible  expenses.  If  the  Arts  Commission  considers  health 
insurance  coverage  a  reimbursable  expense,  it  should 
amend  its  grant  agreement  with  SOMArts  to  reflect  this, 
including  reimbursable  coverage  details.  This  would  help  to 
reduce  the  risk  that  unauthorized  expenses  are  reimbursed. 

7.  The  Arts  Commission  should  amend  its  grant 
agreement  with  SOMArts  to  specify  details  of  allowable 
health  insurance  coverage  reimbursement. 

SOMArts'  budget  does  not  reflect  payroll  taxes 
consistent  with  related  salaries  expense. 

SOMArts  requested  reimbursement  for  all  of  its  employees' 
payroll  tax  expense,  but  not  all  employee  salaries  are 
reimbursed  through  the  grant  agreement.  Because 
employee  benefits  and  payroll  tax  are  directly  related  to 
salary  expense,  those  expenditures  should  reflect  the 
benefits  and  payroll  tax  of  the  salaries  requested  for 
reimbursement.  According  to  the  CAE  program  director,  the 
Arts  Commission  accepted  those  expenditures  because 
they  were  within  the  budget  created  by  SOMArts  and 
approved  by  the  Arts  Commission.  However,  the  budget 
should  reflect  an  appropriate  percentage  of  salary  expense 
as  reimbursable  payroll  tax. 

8.  SOMArts  should  prepare  its  budget  to  reflect  that 
payroll  tax  is  consistent  with  related  salary  expense. 

Lease  agreement  provisions,  incorporated  as  part  of 
the  grant  agreement,  conflict  with  actual  practice. 

The  Arts  Commission  reimbursed  SOMArts  for  insurance 
fees,  janitorial,  and  garbage  expenses,  although  the  lease 
agreement  provisions  state  that  these  expenses  are  at  no 
cost  to  the  City.  According  to  the  CAE  program  director,  it  is 
the  Arts  Commission's  intent  to  pay  for  these  expenditures 
to  support  the  cultural  centers;  therefore,  they  considered 
those  expenditures  as  eligible  expenses.  The  grant  and 


lease  agreements  should  be  clear  and  consistent  with 
actual  practice,  to  convey  the  City's  intent  and  ensure  that 
only  appropriate  expenses  are  reimbursed. 

Recommendation  9.    The  Arts  Commission  should  determine  whether 

insurance  fees,  janitorial,  and  garbage  expenses 
should  be  allowed.  If  allowed,  the  lease  agreement 
should  be  amended  to  clearly  and  consistently  define 
the  allowable  expenses. 

As  a  recipient  of  hotel  tax  funds,  SOMArts  is  required  to 
meet  several  legal  and  grant  requirements.  While  it 
generally  met  most  requirements,  SOMArts  and  its 
subgrantees  did  not  file  all  required  reports  and  documents 
with  the  Arts  Commission,  did  not  comply  with  certain  grant 
provisions,  and  submitted  some  minor,  ineligible  expenses. 

Finding  8  SOMArts  did  not  allocate  the  pro-rata  portion  of  the 

advanced  funds  to  its  subgrantees. 

SOMArts  overpaid  its  advanced  funds  to  its  two 
subgrantees,  instead  of  the  correct  pro-rata  portion  of  12.5 
percent  for  each  subgrantee  during  fiscal  year  2007-08.  The 
grant  agreement  allows  SOMArts  to  receive  a  one-time 
advance  up  to  16.6  percent  of  the  annual  grant  amount. 
The  agreement  also  requires  SOMArts  to  attribute  the 
prorated  portion  of  the  advanced  funds  to  its  subgrantees. 
According  to  the  CAE  program  director,  the  Arts 
Commission  has  taken  steps  to  implement  new  procedures 
to  ensure  advanced  funds  are  allocated  to  subgrantees  in 
accordance  with  the  grant  agreement. 

Recommendation  10.  The  Arts  Commission  should  require  SOMArts  to 

accurately  allocate  the  pro-rata  portion  of  advanced 
funds  to  its  subgrantees  and  review  SOMArts'  annual 
reconciliation  to  ensure  that  this  occurs. 

Finding  9  SOMArts  and  its  subgrantees  did  not  file  all  the 

required  reports  and  documents  with  the  Arts 
Commission. 

SOMArts,  APICC,  and  QCC  did  not  always  submit  the 
required  Community  Support  Board  meeting  minutes  within 
30  days  after  the  meetings  occurred.  Addendum  Section 
D.1  of  the  grant  agreement  requires  grantees  and  its 
subgrantees  to  submit  four  publicly-noticed  and  publicly- 


SOM Arts  Did  Not  Always 
Comply  With  Grant 
Requirements 


8 


accessible  meeting  minutes  to  the  City  within  30  days  after 
each  meeting.  According  to  SOMArts'  executive  director, 
they  were  not  aware  of  the  meeting  minute  submission 
requirement,  but  indicated  that  they  would  have  no  problem 
meeting  the  requirement  in  the  future. 

QCC  did  not  have  a  signed  copy  of  its  Articles  of 
Incorporation  and  did  not  have  the  required  general  liability 
insurance  policy  during  fiscal  year  2007-08.  Under  grant 
agreement  Addendum  Section  J. 6,  grantees  are  required  to 
provide  to  the  City,  on  or  before  July  1,  2007,  certified 
copies  of  its  articles  of  incorporation  and  bylaws. 
Additionally,  under  grant  agreement  Article  10.1.b,  grantees 
are  required  to  maintain,  during  the  full  term  of  the 
agreement,  commercial  general  liability  insurance  with  limits 
not  less  than  one  million  dollars  for  each  occurrence. 
According  to  the  communications  and  new  media  co-chair 
at  the  Arts  Commission,  the  missing  general  liability  policy 
was  an  oversight,  and  the  signature  on  the  articles  of 
incorporation  may  not  always  be  possible  to  obtain  because 
the  Arts  Commission  receives  electronic  versions  of 
documents. 


Recommendation  1 1 .  The  Arts  Commission  should  ensure  that  grantee  and 

subgrantees  comply  with  the  grant  agreement  by 
submitting  the  required  reports  and  documents. 

Finding  10  SOMArts  submitted  some  ineligible  expenditures, 

which  the  Arts  Commission  reimbursed. 


SOMArts  submitted  $74  of  ineligible  expenditures  for 
interest  and  fines  on  late  payments.  Although  the  amount  is 
immaterial,  this  occurred  in  four  instances,  and  in  all 
instances  SOMArts  received  reimbursement  from  the  Arts 
Commission.  Under  Appendix  A  of  the  grant  agreement, 
interest  and  fines  on  late  payments  are  not  eligible  for 
reimbursement.  According  to  the  Arts  Commission's  CAE 
program  director,  the  ineligible  expenditures  went  unnoticed 
because  the  person  at  the  Arts  Commission  who  reviewed 
submitted  expenses  was  on  a  leave  of  absence  for  six 
months  during  the  audit  period. 

Recommendations  12.  SOMArts  should  review  its  invoices  carefully  to  ensure 

that  interest  and  fines  on  late  payments  are  not 
included  in  its  reimbursement  requests. 
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The  Arts  Commission  should: 


13.  Obtain  repayment  from  SOMArts  of  the  $74  of 
ineligible  expenses  through  additional,  unsubmitted 
eligible  expenses. 

14.  Review  all  submitted  invoices  carefully  and  reject 
requests  for  ineligible  expenses. 

SOMArts  Needs  to  SOMArts  did  not  always  follow  its  documented  accounting 

Improve  Its  Financial  procedures  for  cash  disbursements,  including  payroll,  which 

Recordkeeping,  require  that  it  maintain  supporting  documentation  and  follow 

Disbursement  Controls,  an  approval  process.  Further,  SOMArts  did  not  always 

and  Contracts  maintain  or  prepare  adequate  service  contracts. 

Finding  11  SOMArts  did  not  always  follow  its  cash  disbursement 

procedures. 

SOMArts  submitted  some  expenditures  for  reimbursement 
without  complete  supporting  documentation  and  an 
approved  "check  request  form",  which  are  required  by 
SOMArts'  procedures.  SOMArts'  Accounting  &  Office 
Procedures  Manual  states  that  a  completed  "check  request 
form"  must  include  supporting  invoices  and  must  be 
approved  by  a  budget  manager.  According  to  SOMArts' 
bookkeeper,  SOMArts  underwent  leadership  and  personnel 
changes  during  this  time,  and  procedures  were  not  always 
strictly  followed.  As  a  result,  the  Arts  Commission  cannot 
be  assured  that  it  reimbursed  approved  expenditures. 

Recommendation  15.  SOMArts  should  follow  its  written  cash  disbursement 

procedures  and  should  carefully  review  all  invoice 
reimbursement  requests,  and  include  appropriate 
supporting  documentation  and  approved  request 
forms. 

Finding  12  SOMArts  overcharged  payroll  expenses,  did  not  always 

approve  employee  timesheets,  and  its  payroll 
documents  did  not  always  reflect  consistent 
information. 

Payroll  reports  from  SOMArts'  payroll  vendor  did  not  always 
agree  with  hours  recorded  on  employee  timesheets,  and  3 
out  of  20  sample  timesheets  reviewed  by  the  auditors  were 
not  signed  by  both  the  employee  and  supervisor,  as 
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required  by  SOMArts'  policies.  As  a  result  of  errors  on  the 
payroll  reports,  SOMArts  overcharged  the  City  $265  in 
payroll  expenses.  Although  the  amount  was  immaterial, 
payroll  documents  should  be  consistent,  and  timesheets 
should  always  be  approved  by  the  supervisors.  Without 
proper  payroll  documentation,  the  Arts  Commission  cannot 
be  assured  that  it  is  reimbursing  accurate  payroll 
expenditures. 

Recommendations  16.  The  Arts  Commission  should  obtain  repayment  from 

SOMArts  of  the  $265  in  ineligible  expenses  through 
additional,  unsubmitted  eligible  expenses. 

17.  SOMArts  should  maintain  adequate  payroll 
documentation. 

Finding  13  SOMArts'  contract  for  janitorial  services  contains 

numerous  errors. 

SOMArts'  contract  with  Self-Help  for  the  Elderly  (Self-Help), 
which  provides  janitorial  services,  did  not  include  the  hourly 
rates  for  services,  was  dated  subsequent  to  the  period 
services  were  provided,  was  not  signed  by  SOMArts,  and 
included  service  dates  and  hours  that  did  not  match  the 
dates  and  hours  of  the  actual  services  provided.  According 
to  SOMArts'  bookkeeper,  service  contract  negotiation  was 
conducted  by  program  managers,  and  the  signed  copy  of 
the  contract  may  be  filed  in  the  program  managers' 
personal  files,  which  the  bookkeeper  was  unable  to  access. 
The  bookkeeper  subsequently  contacted  Self-Help  and 
received  a  document  that  was  signed  on  the  date  of  her 
request.  Contracts  should  include  clear  and  specific 
information  that  supports  the  services  billed.  Without  this 
information,  SOMArts  may  be  billed  for  and  the  Arts 
Commission  may  reimburse  services  not  authorized  by  the 
contract. 

Recommendation  18.  SOMArts  should  ensure  that  their  contracts  are  clear 

and  complete. 

Finding  14  A  SOMArts  employee  submitted  invoices  to  SOMArts 

as  an  independent  contractor. 

A  part  time  employee  at  SOMArts  submitted  invoices  for 
web  hosting  activities  from  his  own  independent  company. 
According  to  SOMArts'  bookkeeper,  the  invoices  were  not 
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for  services  provided  by  the  employee  and  thus,  no  contract 
existed.  Although  the  individual  is  no  longer  a  SOMArts 
employee,  the  employee  received  wages  as  a  program 
director  for  Information  Technology  during  this  period.  As  a 
result,  the  Arts  Commission  cannot  be  assured  that 
services  were  not  double-charged  as  an  independent 
contractor  and  as  an  employee. 


Recommendation  19.  SOMArts  should  have  contracts  for  any  employees 

who  provide  services  separate  from  their  regular  job 
duties.  SOMArts  should  include  in  the  contract,  at  a 
minimum,  the  service  description,  service  timeframe, 
and  hourly  rates  to  provide  clarity  on  the  employees' 
job  responsibilities  and  to  ensure  that  the  services  are 
not  double-charged  as  an  independent  contractor  and 
an  employee. 
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ATTACHMENT  A:  ARTS  COMMISSION'S  RESPONSE 


n 


December  10.  2009 

■  ■■■>•■'         Ms.  Tonia  LeO|U 
!      V,  Doctor  o*' Audits 

Crf ce  o!'the  Controller 
City  Hall 

I  Dr.  Car  tor  B.  Goodtett  Place 
San  Francisco,  California  94102  4694 

Dear  Ms.  Lediju: 

|  ,,|  .  y.  i 

•  ■■>       ■■•  I  ^ave  reviewed  the  r-ecommendattons  from  the  SOMats  Cultural  Cente-  2007-2008  audit  ana 

.  '     ',"         generally  concur  with  the  oDmion  of  The  Controllers  aucit  staff. 

,.»    -I  Specifically,  the  Arte  Commission  will  work  closely  with  the  Qty  Attorney's  office  to  receive  an 

?    '■  >x  •  opinion  regarding  the  leg  saton  and  target  revenue  fundsrg  source  n  a  timely  manner. 

In  addition,  the  recornnrerdations  made  to  fie  San  Francisco  Arts  Commission's  Community 
Aits  arc  Educatior  staff  will  be  incorpouted  into  the  20 1 0-201  I  f  seal  year  cultural  center  grant 
tird  ease  agreements. 

I  hrce  key  areas  of  over  sight  will  aiso  be  improved: 

•  CAE  staff  will  create  rew  written  policy  and  procedures  for  reimbursements  in 
conjunction  with  changes  currently  uncerway  due  to  a  new  -eport  rg  system.  California 
Data  Project..  This  document  will  be  implemented  for  tne  2010-201  I  fisca:  year. 

•  CAE  staff  will  improve  its  oversight  and  monitoring  of  eligible  and  melgible  experses 
^eluding  those  of  sub-grantees 

•  CAE  staP  will  work  with  the  City  Attorney's  ofice  to  clarify  and  coord;nate  lease  and 
grant  <~eq j  rements  and  guidelines  to  assure  tney  are  m  a  ignment. 

I  want  to  personaily  thank  you  and  your  staff  for  your  time  arid  attenton  to  th:s  report. 


5irce-~ely, 


■%  van  nun  a*,  i  .  Sim  r  f.  240.  San  Francisco.  CA  04102    fn  .  41. s.253f.2s?o    fax  4 i s.2.s2.2S'j.s 
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ATTACHMENT  B:  SOMARTS'  RESPONSE 


SOMARTS 

Tonia  Lediju, 

Director  of  Audits 

Office  of  the  Controller 

City  Hall,  Room  477 

1  Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA.  94102 

Dear  Ms.  Lediju: 

Thank  you  to  Annie  Cheng  and  to  the  Office  of  the  Controller  for  assisting  SOMArts  in  complying 
with  the  policies  and  procedures  outlined  in  our  grant  agreement.  I  have  reviewed  the 
recommendations  from  the  SOMArts  Cultural  Center  2007-08  audit  and  generally  concur  with  the 
opinion  of  the  Controller's  audit  staff. 

SOMArts  has  made  significant  progress  in  its  accounting  and  reporting  procedures  since  the  audit 
for  fiscal  year  2001-02  and  continues  to  learn  and  grow  in  this  process.  It  is  worth  noting  that  during 
the  fiscal  year  2007-08,  SOMArts's  longtime  executive  director  passed  away.  This  transition  was 
very  challenging  for  employees  charged  with  reporting  procedures  and  financial  recordkeeping. 

In  the  past  year  SOMArts  has  already  addressed  many  of  the  audit  findings.  Moving  forward,  two 
key  areas  of  oversight  will  be  improved: 

-We  will  train  and  re-train  staff  on  cash  disbursement  procedures 
-We  will  improve  our  payroll  validation  procedure  to  ensure  accuracy 

Thank  you  again  for  your  time  and  guidance. 

Sincerely, 


Lex  Leifheit 
Executive  Director 


934BrannanSt      San  Francisco,  CA  94103     415-863-1414  www.somarts.org 


